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NOTES ON GREAT BRITAIN 


BY PER JACOBSSON 


For several reasons it is not easy to reach any 
firm conclusion regarding the economic and fi- 
nancial position and prospects of Great Britain, 
and no such ambitious attempt will be made here. 
Since, however, what happens in the British 
economy is of such great importance for other 
countries — particularly in connection with a 
possible return to convertibility —- it may be of 
interest to give a brief review of the conditions 
prevailing in Great Britain. First of all, it is 
necessary to draw attention to three difficulties 
which confront anyone who seeks to understand 
the British situation: 

1. When studying economic and financial con- 
ditions in (say) Sweden, one naturally has to 
evaluate the strength of foreign demand for 
the country’s export products, but in most 
other respects it is sufficient to deal with the 
state of affairs in the country itself. When 
one is concerned with Great Britain, however, 
one must pay particular attention not only to 
the foreign trade situation in general but also 
to the conditions prevailing in the various 
countries of the outer sterling area, since the 
links between these countries and Great 
Britain are still very close. This is not easily 
done, since, in order to do so, one must, for 
instance, know a great deal about raw-material- 
producing areas all over the world, and must 
also follow the development of the public 
finances and of the credit systems in India, 
Australia, New Zealand and South Africa —- 
to mention only a few examples. 

2. A second source of difficulty, in the case of 
Great Britain, lies in certain ‘‘structural 
changes” which have taken place (such as the 
loss of a considerable part of the country’s 
foreign investments and the accumulation, 
during the war, of heavy liabilities in the form 
of sterling balances, as well as the increased 
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difficulty of finding export markets for some 
of the country’s typical products, e. g. textile 
manufactures) and in the fact that these 
structural changes have a great influence on 
the economic fortunes of the country. It is 
far from easy to determine what allowances 
must be made for these changes, since it is 
hard to judge to what extent their effects may 
be offset by other circumstances, in the light 
of which the future outlook of Great Britain 
may after all appear to be fairly promising. 
3. A third difficulty arises from the fact that 
there is a continual debate going on in Great 
Britain on economic and financial questions, 
with the result that opinions are constantly 
being modified, and often in a way that is 
not consciously realised by the British them- 
selves. (No other country has, for instance, 
such a widely-read weekly as the ‘“‘Econo- 
mist.) These shifts of opinion are very im- 
portant, in that they influence policy and thus 
the actual course of events. 
In the first two and a half years after the war, 
1. e. up to the end of 1947, Great Britain itself 
had a considerable deficit on the current account 
of its balance of payments, but since then it has 
had a surplus every year, except in the difficult 
year 1951. The rest of the sterling area, on the 
other hand, has had a deficit every year except 
1950; for instance, in 1949 — the year in which 
the pound and some thirty other currencies were 
devalued — when Great Britain achieved equi- 
librium in its own balance of payments, the rest 
of the sterling area had a deficit of over £400 
million. In the four years, 1948—51, during which 
Marshall aid was being received, the current 
deficit of Great Britain amounted altogether to 
£230 million and that of the rest of the sterling 
area to £760 million. As the net total of Marshall 
aid received by Great Britain came to about £550 
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million, it amounted to more than twice as much 
as Britain’s balance-of-payments deficit during 
the same period. It has been the moderation 
shown by Great Britain itself in the utilisation of 
the available resources that has made possible the 
substantial capital transfers to the rest of the 
sterling area. In the years 1946—51 there seems, 
indeed, to have been a capital outflow from Great 
Britain to certain countries of the sterling area 
amounting altogether to £900 million, 7. e. aver- 
aging about £150 million per year. Since during 
the period in question, Great Britain itself had 
no net surplus in its balance of payments, the 
transfer of resources to the rest of the sterling 
area has been conditional upon the receipt of 
funds from other sources (including the American 
and Canadian credits of 1945—46, which provided 
a total term equivalent to £1,230 million and the 
net amount received as Marshall aid). 

The comparatively large capital transfers to the 
outer sterling area have, of course, been a burden 
to Great Britain for that country has itself at the 
same time had to repair war damage and mo- 
dernise its own industries. From Great Britain’s 
point of view, this financing of investments in 
sterling-area countries has meant a certain in- 
crease in its capital assets in overseas countries. 
But it has meant more than that: it has meant 
that the countries in the sterling area have been 
able to recover from the effects of the war and 
expand their output of raw materials and other 
products badly needed by the rest of the world. it 
has meant that the sterling area has continued to 
function as a monetary unit within which exchange 
rates have remained stable and money — both on 
current and capital account — has, been allowed to 
move with almost unrestricted freedom. The ex- 
istence of such a monetary unit has been of value 
not only for the members of the sterling area itself 
but also for other countries: the very fact that 
payments to and from any member of the sterling 
area are made via London has made it possible 
for all the countries on the continent of Europe 
which are members of the European Payments 
Union to effect via the Union not only their 
European transactions but also all their purchases 
and sales in the sterling area. In that way, the 
European Payments Union has been much more 


useful than it would have been if its activities had 
been confined to the settlements of transactions 
between the European countries alone. 

It is, however, necessary, if this system is to 
continue, that a state of balance should be brought 
about in which London is not subjected to an 
excessive strain — especially now that U. S. 
economic aid has ceased as far as Great Britain 
is concerned. Each of the individual members of 
the sterling area must achieve “internal financial 
stability”, which in simpler language means that 
each one must “live within its means” (although, 
of course, it is not precluded from obtaining loans 
and other aid from abroad for more important 
projects of capital investment). International fi- 
nancial stability becomes even more essential now 
that steps are to be taken towards a return to 
convertibility and, therefore, it is not to be 
wondered at that a consultation between the Fi- 
nance Ministers of the more important mem- 
bers of the British Commonwealth was held in 
January 1952 and that this was followed by a 
further conference of the Commonwealth Prime 
Ministers in November—December of the same 
year. There is no doubt that, thanks to measures 
which were initiated in the winter of 1951—52, 
there has been an improvement in the balance-of- 
payments position not only of Great Britain but 
also of a number of other countries in the sterling 
area. A sure sign of this improvement is the fact 
that since the end of March 1952 there has been 
no further decline in Great Britain’s gold and 
dollar reserves, which serve as a central pool for 
the whole of the sterling area. These reserves, 
which stood at $1,700 million at the end of March 
1952, had in fact risen to $1,895 million by the 
end of November 1952. 

Restriction of activity is, of course, no solution, 
least of all for the sterling area. One of the most 
important problems considered by the Common- 
wealth Conference in London was that of the 
development of the resources of the sterling area 
through continued investment, it being recognised 
that several members must rely to a great extent 
on capital from abroad. Will these countries be 
able to obtain further capital transfers from 
London? Could some arrangement be made where- 
by American and British suppliers of capital 
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would cooperate in providing the funds they need? 
It has undoubtedly become increasingly clear to 
the American authorities in recent years how im- 
portant the sterling group of countries is as a 
factor making for the maintenance of monetary 
order in the world; one sign of this is, for 
instance, a comprehensive and very understand- 
ingly written study of the sterling area which 
was published some time ago by the American 
Marshall aid organisation in London (the now 
dissolved “E. C. A.’’). 

The question of continued supplies of capital 
is of importance to, inter alia, the use that may 
be made of the “‘sterling balances’? which have 
their origin, for the most part, in the liabili- 
ties incurred by Great Britain in order to help 
finance the second world war. The country ran 
up an external debt amounting to no less than 
£3,000 million in the form of such balances. 
While there has been a shift in the distribution of 
the debts as between individual creditor countries, 
their existence is still attributable to the ne- 
cessities of war financing — and the incurring of 
these liabilities is part of the most important 
structural change that the British economy has 
undergone, namely the change in the country’s 
position from that of a leading creditor nation 
to that of a country whose remaining overseas 
assets are counterbalanced by very heavy debts. 

Of the overseas assets, which were valued at 
£3,600 million at the end of 1938, about £1,100 
million’s worth were sold in the period up to the 
end of 1945, again in order to help finance the 
country’s war-effort. And in 1945—46 fresh 
American and Canadian loans totalling $5,000 
million (which — as already mentioned — was 
equal to £1,230 million) were obtained, practically 
the whole of the proceeds of these two loans 
being used to cover the deficits of the sterling 
area in the two years 1946 and 1947. It is some- 
what difficult to tell what is the net result of all 
these changes in Great Britain’s overseas assets 
and liabilities, since there is as yet no way of de- 
termining with any degree of exactitude, in terms 
of present-day prices, the value of the coun- 
try’s holdings of old and more recent investments 
of an equity character. But even allowing for a 
‘considerable rise in their market value up to 
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between £3,500 and 4,000 million, one can 
hardly arrive at any more favourable conclusion 
than that “assets and debts balance each other 
out”, Fortunately, the assets include important 
shares in many different kinds of enterprise, so 
the British continue to have a direct interest 
in business activities in different parts of the 
world, and London has retained its position as a 
centre from which a considerable proportion of 
the world’s foreign trade is financed (indeed, 
according to certain estimates up to 50 per cent. 
of the current international exchange of goods 
and services). 

As far as the item “interest and dividends” in 
the balance of the payments is concerned, Great 
Britain has had a net income of up to £100 
million under this heading in some recent years. 
But this was the case only while the cheap-money 
policy pursued in Great Britain kept down the 
rate of interest allowed on sterling balances (and 
cheap money could not be maintained for ever 
without jeopardising the position of London as a 
financial centre) ; and it should be borne in mind 
that it was not until the end of 1952 that interest 
and amortisation payments on the American and 
Canadian loans became due for the first time 
(at the rate of about $180 million a year). It 
is rare in history that ‘‘war debts’ of any real 
magnitude are repaid, but Great Britain is making 
a heroic attempt to do so after this second world 
war. (It may be recalled, for instance, that 
western Germany was not asked, at the Debt 
Conference in London, to repay any of the 
“clearing debts” incurred in relation to countries 
which it had occupied in the war —— whereas 
Great Britain is remaining responsible for its 
“sterling balances”.) The least one can ask for 
Great Britain is a full understanding of the 
difficulties involved in the repayment of liabilities 
which have not led to the building-up of produc- 
tive assets but which, on the contrary, were in- 
curred in connection with the burdens and losses 
which had to be borne during six years of war. 

While in terms of pounds the amount of the 
sterling liabilities outstanding has not been re- 
duced since the war, in the 
burden has been brought about by the rise in the 
level of commodity prices and by the fact that 
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the balances are now held, on the whole, in safer 
hands, considering that an increased proportion 
is now owned by the Colonies, while, for instance, 
all the debts due to Latin American countries 
have been fully repaid. Should it be possible to 
come to an international agreement under which, 
inter alia, the monetary reserves in London were 
strengthened, a solution of Great Britain’s foreign 
debt problem might be arranged more easily than 
would have seemed possible only a few years ago. 

Another “structural change” which is often 
referred to in connection with British trade is the 
tendency of overseas countries to establish their 
own manufactures and thus to make themselves 
more independent of imports. It is particularly in 
the fields of textiles and leather goods that a 
number of countries are now able to satisfy their 
own requirements. The reduction in British trade 
in these lines has, however, been compensated 
for by an increase in and a greater diversification 
of the demand for other goods; machinery and 
motor cars, electrical equipment and chemical 
products now play a much more important part 
in Great Britain’s export trade than previously, 
and in these new fields the British have shown 
a remarkable capacity for holding their own. 
Thus, cotton and coal, which used to be Great 
Britain’s most important exports, have ceded the 
first place in the export hierarchy to machines 
and vehicles, and chemicals and electrical appa- 
ratus rank not far behind cotton goods. Further- 
more, in the manufacture of aeroplanes and in 
certain other lines of production which require 
a highly developed capacity for invention, the 
British have, in our generation once again, quite 
a remarkable record of achievement. 

To increase the volume of exports has been a 
necessity for Great Britain not only because of 
the decline in its income from invisible items, but 
also because the country’s ferms of trade have 
turned less favourable than they were before the 
war. The rise in import prices has been, on an 
average, some 20 per cent. higher than the rise 
in export prices, mainly because of the increase 
in raw-material prices. Faced with these diffi- 
culties, the government adopted a policy of pro- 
moting exports and holding down imports, the 
latter aim being achieved partly by means of 


products (motor vehicles, electrical apparatus, 
etc.) were obliged to export a major proportion 
of their output, and in that and other ways Great 
Britain succeeded, in the years 1950—52, in 
attaining a volume of exports some 70—75 per 
cent. above the pre-war level. On the other hand, 
the volume of imports was kept somewhat below 
the pre-war level, despite a 10 per cent. increase 
in Great Britain’s population — all these re- 
strictions being part of the “austerity policy” 
which the British people have had to endure in 
these post-war years. 

Fortunately for Great Britain the terms of 
trade are improving. While it is not likely that 
the prices of primary products will sink again to 
the low level of the 1930s, when American demand 
was exceptionally weak, it does now seem as if the 
period of exceptional shortages resulting from the 
war has come to an end. 

Some years ago a British economist asked the 
question: “Are these hardships necessary?” At 
that time the answer had to be: “Yes” — for it 
was not possible at one and the same time to meet 
all the country’s obligations and to allow a return 
to pre-war standards. But the policy of austerity 
as such had certain disadvantages, even then, 
from the point of view of the restoration of 
economic balance. When imports were kept down 
by methods of direct control there remained a 
volume of demand which could not be satisfied 
and also a supply of money (made up of notes in 
circulation and current deposits) which was ex- 
cessive in relation to the national income. As 
long as these conditions prevailed the equilibrating 
forces normally operative in a market economy 
could not exert their full influence. In 1948, for 
instance, the supply of money was equal to 45 
per cent. of the gross national product, as com- 
pared with some 31 per cent. in 1938. Such a 
difference in the figures pointed to the persist- 
ence of a serious disequilibrium. Since then, 
however, a better ratio has been established: the 
supply of money now seems to be equal to about 
35 per cent. of the national income. It is possible 
that, as the broad masses of the population attain 
a higher level of real income, they may want to 
hold an increased amount of cash in proportion 
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to their income; such a change would appreciably 
raise the normal level of the supply of money. 
There are in fact a number of circumstances 
which indicate a return to an almost normal ratio 
between the supply of money and the national 
income, one of them being the fact that the stiffer 
monetary policy adopted seems to have had a 
considerable effect in the private sector — which 
would hardly have been possible if there still had 
been any substantial surplus of purchasing power 
in the economy as a result of the excess liquidity 
which arose during the war. 

As regards Britain’s monetary policy, it often 
seems to be thought that the raising of the 
discount rate of the Bank of England (the so- 
called “bank rate’) in November 1951, for: the 
first time for twelve years, represented a funda- 
mental reorientation ; but it must not be forgotten 
that in the long-term market the yield of govern- 
ment bonds had been allowed to rise from 21/2 
to 3 per cent. in 1947 and again to 31/2 per cent. 
in 1949, with a further rise, to 41/2 per cent., in 
1951—-52. The cheap-money policy had been 
discarded in the long-term market once it had 
become clear that the Bank of England would not 
support the quotations of government bonds by 
any issues of fresh purchasing power (as was, for 
instance, done in Sweden). But this was not 
enough, for, as long as short-term rates were kept 
artificially low (1/2 per cent. for Treasury bills 
and something in the region of 3 to 4 per cent. 
for bank advances), there was always the temp- 
tation for business firms to borrow from banks 
ostensibly for short-term purposes but in reality 
in order to finance their long-term investments. 

Since the increases in bank rate from 2 to 21/2 
per cent. in November 1951 and from 27/2 to 4 
per cent. in March 1952, the total amount of bank 
advances granted to business firms has been 
reduced — a process which has been facilitated 
by the decline in raw-material prices on the wor ld 
markets; and the contraction in advances would 
normally lead to a reduction in bank deposits. But 
unfortunately deposits have been increasing for 
other reasons — indeed, precisely because of the 
government’s need for short-term financing, the 
budget having been running, in the autumn of 
1952, ata deficit some £300 million higher than 
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at the corresponding time in the previous 
financial year. More than one half of the in- 
creased deficit will, no doubt, be recovered in the 
last quarter of the current financial year (i. e. in 
the first quarter of 1953) but, as the Governor of 
the Bank of England said at the Lord Mayor’s 
dinner for bankers and merchants early in October 
1951, “banking figures show very clearly that 
results in the private sphere are in danger of being 
neutralised by heavy expenditure on official 
account and by the resultant necessity for heavy 
borrowing for governmental needs”. 

These being the facts of the situation, the view 
is gaining ground that it is not possible to improve 
conditions by any further stiffening of monetary 
policy; there is not much that could be gained by 
a further increase in bank rate, say, up to 5 or 6 
per cent., considering that the volume of net pri- 
vate investment does not correspond to more than 
7 per cent. of the national income, whereas expen- 
diture in the public sector is equal to 40 per cent. 
of the national income. It is, moreover, beginning 
to be realised that it is not so much this autumn’s 
temporary budget deficit that matters as the fact 
that the amounts on both the expenditure and the 
revenue side of the government’s accounts are too 
large, so that not enough is left as income after 
taxation from which private savings can be made. 
After the housing programme and development 
projects in the nationalised industries have been 
financed, the amount remaining available for in- 
vestment in British manufacturing industries 
corresponds to only about 2 per cent. of the 
national income, as compared with 4 per cent. for 
the same industries in the United States. Provision 
must also be made for Great Britain’s financial 
commitments abroad, including the use of sterling 
balances for partial financing of new projects in 
India, Burma and Ceylon under the Colombo 
Plan, and for the needs of the Colonial Develop- 
ment Boards, ete., which are also large holders of 
sterling balances. 

The actual flow of savings in Great Britain is 
hardly sufficient to cover these various require- 
ments. for the year 1951 net saving would seem 
to have amounted to about £850 million, 65 per 
cent. of which was absorbed by the housing pro- 
gramme and by the nationalised industries. Public 
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opinion is beginning to realise that there is hardly 
any “safety margin” in the public finances and as 
regards the private resources available for invest- 
ment, and that a safety margin can be gained only 
by cuts in public expenditure. 

No substantial reduction can, however, be made 
without its affecting the level of rearmament 
expenditure, and from this point of view particular 
importance attaches to the Prime Minister’s 
announcement early in December 1952 regarding 
a curtailment of military production. But ex- 
penditure in other services will also have to be 
reduced to make possible an alleviation of the 
extremely heavy burden of taxation. While com- 
modity prices were rising from year to year, 
taxes were being paid in money which all the time 
was losing part of its purchasing power — and 
this circumstance not only eased the burden but 
also increased the quantity of real resources made 
available by means of self-financing. Now that 
the general level of commodity prices has become 
more stable, the real burden of taxation will be 
heavier than it was and will in fact reduce the 
possibilities for self-financing in industry — and, 
therefore, other steps become more imperative 
now. 

It is all to the good that the great dangers of 
excessive taxation are being more fully realised. 
When the new British Government came into 
power in the autumn of 1951, it found itself faced 
with a most critical situation — but the very fact 
that there was an acute crisis made it easier to 
introduce such necessary changes as the new 
measures of monetary policy and the cut in food 
subsidies. Now that in addition to having stopped 
the drain on the monetary reserves the authorities 
have been able each month to announce an in- 
crease in the country’s gold and dollar holdings, 
the feeling of a continued “emergency” is dis- 
appearing — but that will make it psychologically 


more difficult to put through the further 


measures which are necessary if a true balance is 
to be re-established. Fortunately, one can see signs 
that public opinion in Great Britain is giving in- 
creased support to the government’s efforts to 
restore national solvency and to establish it on a 
firm basis — and that outside Great Britain 
(particularly in the United States) it is becoming 
realised that these efforts may be helped, as far as 
economic relations with other countries are con- 
cerned, by some suitable arrangement for the 
promotion of world trade generally and for the 
strengthening of the inadequate monetary re- 
serves of a number of countries, special attention 
being paid to the needs in this respect of Great 
Britain, in view of the efforts being made to 
achieve the convertibility of the pound in the 
sterling area. 

It may be asked in this connection: converti- 
bility into what? The usual answer is: into gold 
and dollars. It is not a wrong answer but it misses 
one essential point. Before the war, sterling was 
not held primarily for the purpose of buying other 
currencies or even gold but as a means of pur- 
chasing commodities on the London market as 
well as on other markets in the sterling area (and 
sometimes even on markets outside that area). 
Now that free commodity markets are being re- 
established in Great Britain, it may well happen 
that through the functioning of such markets 
sterling will almost imperceptibly attain a position 
in which it becomes de facto convertible. That 
would be a very desirable development, and there 
is every reason to hope that it will be one of the 


lines along which progress — in the words of the 
Commonwealth Economic Conference — will be 


accelerated by “individual action by Common- 
wealth Governments, co-operation among them 
and international action with other trading nations 
and existing international organisations”. 
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THE FREE-MARKET ECONOMY 
AND THE LAISSEZ-PFAIRE SYSTEM 


BY PROFESSOR IVAR SUNDBOM, 


GOTEBORG GRADUATE SCHOOL OF ECONOMICS 


It would appear that the time has now arrived 
for a general reconsideration of the economic 
policy which has prevailed in most countries ever 
since the great depression of the 1930’s. 

During the years which have passed since then, 
the assumptions which were held at the outset 
have been entirely reversed in almost every 
country. Measures aiming at combating slump 
conditions have given place to measures devised 
to deal with the problems arising from a boom. 
In this way a mass of useful experience has been 
gained regarding the possibilities and limitations 
of economic policy. Both economic theory and 
practical policy have been able to benefit from 
this, although the difficulties in the way of inter- 
preting and evaluating what has happened are 
extremely formidable. It is a characteristic feature 
of discussions on economic policy that their scope 
has expanded enormously. They have in the last 
resort come to concentrate on such fundamental 
questions as the principles of the economic system 
and the structure of the community. As one among 
many symptoms of the serious nature of this 
debate it may be mentioned that the annual 
congress of the American Economic Association 
held in New York in December, 1949, was almost 
entirely devoted to the great questions of principle 
connected with economic policy. The theorists, 
who are accustomed to divide up and simplify 
economic reality in order to be able to deal with 
it the more effectively, have been compelled to 
take up a definite attitude to problems which in 
practical life cannot be separated but are indis- 
solubly linked together. It is only natural that the 
attitudes adopted by different experts should have 
a personal and subjective character. The late 
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Joseph Schumpeter, the world-renowned German- 
American scholar, delivered a lecture at the 
congress to which he gave the title “The March 
into Socialism” and which is very descriptive of 
the situation of today. His approach can be de- 
scribed as defeatist. Marx, he said, was right in 
saying that the “‘capitalist system’ was doomed ; 
it was not doomed for the reasons that Marx 
adduced, however, but for other reasons which 
Schumpeter considered that he could vouch for 
on the basis of the study and experience of a 
lifetime. For Schumpeter socialistic planning 
appeared as the only solution of the untenable 
position into which a degenerate free-market 
economy, hopelessly involved in a mass of detailed 
regulations, had got itself. He clearly looked upon 
this alternative as the least obnoxious in com- 
parison with the vast accumulation of discon- 
nected, incomplete and arbitrary measures charac- 
teristic of the ‘“‘controlled’”’ community. 

It is obvious that Schumpeter’s view of de- 
velopments cannot be regarded as a scientific 
prognosis but only as a personal reading of the 
existing situation and its consequences for the 
future. Nor has his hypothesis, highly coloured as 
it was by his personal convictions, been allowed 
to go without contradiction. Other ways of escape 
from the dilemma of the controlled economy 
dictated by war conditions have been indicated 
by many of those taking part in the debate. 


Price Formation and Economic Policy 

One great risk in discussions of the kind re- 
ferred to above is that, even when the participants 
are experts, the contributions take on an ideolog- 


8 SKANDINAVISKA BANKEN 


ical hue and therefore assume the same character 
which generally distinguishes political debates. In 
order to reduce this ideological element to the min- 
imum it is necessary that the evaluations should be 
made clearly and sincerely, so that there can be no 
doubt of the aim which the contestants wish to 
achieve. Uncertainty on this point can from the 
very outset distort discussions as to the means 
which are to be used in practical work. Moreover 
the objectives of policy are often themselves 
contradictory. When the debate is distinguished 
at the very beginning by a lack of mutual con- 
fidence among the participants, there must inev- 
itably appear those phenomena which more than 
anything else constitute a danger to truth, namely, 
claims of infallibility for the speaker’s own point 
of view, often extended to infallibility for the 
speaker himself. 

In this study an attempt will be made to give 
some of the assumptions for a fruitful treatment 
of the problems of a free-market economy. Our 
starting point is the exact opposite of Schum- 
peter’s, namely, that the controlled community 
can be replaced by restoring the price-forming 
mechanism to its proper position. 

I’ree price formation has generally been associ- 
ated with the economic policy known as laissez- 
faire. This interpretation, however, has brought 
the free-market economy many unnecessary 
enemies.t I wish to assert at once that the case 
for free price formation as an instrument for a 
good social economy by no means stands or falls 
with laissez-faire. In reality an efficient price 
system can co-exist with many forms of economic 
policy. Economic policy can, for example, be 
directed towards social aims without coming into 
conflict with the laws of price formation. The 
essential thing is that the community should use 
the positive momentum of the pricing system in 
order to achieve its social aims. In this connection 
it is necessary that no measures should be taken 
which create disorder in the price system and 
upset the necessary relationships between those 
forces in the social economy which should always 
balance one another. In_ this ( 


sense a certain 
‘ A more thorough account of this unfortunate interpreta- 
tion may be found in my book: Politisk makt och ekono- 
miska lagar, Norstedt & Sdners forlag, Stockholm 1952. 


restraint and a certain insight must be exercised 


“in control. The old axiom of the physiocrats, 


“pour gouverner mieux, il faudrait gouverner 
moins”, is a more suitable expression of the idea 
that economic policy must harmonize with the 
price structure than the very indefinite ideas 
about the undesirability of all economic policy 
held by the laissez-faire school. 

That the price structure and economic policy 
should not be in conflict with one another is an 
axiom which individuals or groups with different 
political views should be able to agree upon. Such 
agreement is reached by way of knowledge of 
the actual conditions, but it in no way precludes 
the holding of divergent opinions on political 
questions. Freedom of opinion is only limited by 
the truth, which in the long run is the only form 
of freedom that can prevail. One fundamental 
circumstance which cannot be contested by those 
who want to keep on the factual plane is that 
prices must be flexible if they are to constitute 
the essential key to distribution in the social 
system. If economic policy attempts to fix the 
whole price system while at the same time creating 
new purchasing power by means of new supplies 
of money, either the turnover of goods must be 
increased or the velocity of circulation of money 
must be reduced. If there is already full employ- 
ment, so that production cannot be increased, the 
velocity of circulation will decline. Money will 
disappear from circulation and will be converted 
into involuntary stocks of liquid assets. Such a 
“purchasing power surplus” or ‘compulsory 
saving” renders the free-market system more or 
less incapable of functioning. The conflict be- 
tween the economic policy which has produced 
compulsory saving in liquid form, and a price 
structure on the market which does not cor- 
respond to the purchasing power, is an example 
of a disharmony in the economic system that 
could have been avoided if those responsible had 
submitted to the economic law which says that in 
such a case prices must be raised in order to 
create equilibrium. In an analogous way, if in a 
fixed price system there is a diminution of pur- 
chasing power as a result of a contraction in the 
quantity of money, there must either be an in- 
crease in the velocity of circulation of money or 


QUARTERLY REVIEW. JANUARY 1953 9 


a reduction in the quantity of goods. If the 
velocity of circulation, which ultimately is deter- 
mined by the payment habits, is unchanged, there 
will arise a surplus of goods already produced. 
These goods will disappear from the stream of 
commodities and will constitute involuntary assets 
of real wealth. A downward adjustment of prices 
is unavoidable if such a “supply surplus” is to 
be remedied. 

It should now be noted that the movements in 
the price system which we stated above to be 
necessary in order to absorb a surplus or a deficit, 
as the case may be, are only to be regarded as a 
symptom. Their causes are essentially outside the 
sphere of price formation. Suppressing the 
symptom — the price movements -— does not 
remove the causes and consequently only means 
that a system of defective equilibrium will become 
permanent. 

It would, however, be an exaggeration of the 
opposite kind to maintain that it would always be 
possible, irrespective of what the causes of the 
disturbances of equilibrium are, to bring about 
equilibrium automatically by corresponding move- 
ments in the price system. It is in this connection 
that economic policy is of decisive importance. It 
can utilize the price movements as an effective 
instrument for establishing equilibrium, but it 
cannot avoid the duty of influencing — stimu- 
lating or damping down — the data which deter- 
mine the balance in the social economy. The dif- 
ference between a laissez-faire-system which relies 
entirely on automatism and a controlled free- 
market system with flexible prices is that the 
latter does not extend automatism to all the as- 
sumptions and data which produce price move- 
ments, but tries to influence these in a conscious 
and rational way. In this way considerable scope 
is given to economic policy. In other words, both 
monetary policy and financial policy enter as im- 
portant elements in the equilibrium-creating 
functions of price movements. In a way it is to 
be regretted that the “new economic thinking” 
which is principally connected with the name of 
Lord Keynes has laid so little emphasis on the 
proper interconnection between price formation 
and economic policy. In spite of the fact that the 
new theory has filled important gaps in the old 


approach, especially through the closely analyzed 
connection between saving, investment, incomes 
and employment, it has had the effect of putting 
price formation into a far too obscure place in 
the economic system. Characteristically enough, 
the politicians, with their unerring instinct for the 
fallacious, have seized delightedly upon the anoma- 
lies in the Keynesian theory. Postwar economic 
policy has, to use the expression of Eli Heckscher, 
been characterized by a war against price for- 
mation. It has been concerned with bringing about 
full employment no matter what disturbance is 
caused to the price system. One does not need 
to be especially sensitive to the tendency of the 
times to observe that a re-examination of econom- 
ic policy with regard to the functions of the 
price mechanism is about to take place. The most 
important thing in the future will be to restore 
the free-market pricing system to its rightful place 
at the side of an economic policy which will at- 
tempt to avoid both under- and over-employment. 
A change in this direction will however give us 
cause to expect an entirely different development 
from that predicted by Schumpeter. 


The Price Structure and the Methods 
of Control 


A certain amount of self-questioning regarding 
the possibilities of economic policy has already 
manifested itself in various ways. It would be too 
much to ask that it should ever be possible for 
all the different data which decide the fluctua- 
tions in the economy of the nation to be complete- 
ly controlled by the authorities, It would be 
enough if economic policy were to be conducted 
with such skill and understanding that the fluctua- 
tions could be evened out and their amplitude 
limited to the minimum possible from the view- 
point of social tranquillity. ven this limited task 
is formidable enough. It presumes, however, the 
abandonment of the idea that full employment 
can come about by itself without inflation or de- 
flation. Without a properly planned monetary 
policy which intervenes at the right moments it is 
not possible either to avoid extreme fluctuations 
in prices, turnover and employment or to keep 
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to keep the price mechanism functioning properly 
and to allow the free-market economy to achieve 
a natural equilibrium?” 


the price mechanism functioning properly. Nor iS 
it possible, especially during depressions, when 
monetary policy has less effect than during 
booms, to do without a systematic financial policy. 
In this sphere a laissez-faire attitude is untenable 
and indeed has scarcely been seriously proposed 
by anyone apart from some of the most extreme 
supporters of the classical conception of econom- 
ics. On the other hand it seems all the more 
desirable in the present stage of affairs to point 
out that the controls to be applied by the authori- 
ties in the field of social economy should not be 
direct controls. Any direct regulation of demand, 
supply and prices must always lead to disorder 
in the price system. A surplus of demand or a 
surplus of commodities on various sectional 
markets will be the necessary consequence of the 
fact that the price relationships are not allowed 
to adjust themselves, when a natural balance 
would arise. Not only is the equilibrium between 
total demand and the total supply of goods 
disturbed, but at different points in the price 
system surpluses occur, either on the supply side 
or on the demand side. The main reason for this 
unsatisfactory state of affairs may be that the 
general and indirect control of money and credit 
has been weak. Laissez-faire in the field of mone- 
tary policy leads to extreme price movements on 
the markets, and when it is desired to restrict 
these movements the authorities resort to direct 
detailed control over individual sectors instead of 
general control over the monetary factor. It is 
therefore reasonable to assert that laissez-faire 
leads to a controlled society and that an active 
monetary policy makes it possible to utilize the 
self-regulating properties of the price mechanism 
so that direct control over supply, demand and 
prices becomes superfluous. The essential charac- 
teristic of a liberal economy is far from being a 
mere policy of “do as you please’’. Such an econo- 
my recognizes the decisive part played by the State 
in the economic destinies of the community; but 
it wants to see the State doing a few important 
things with energy and understanding instead of 
taking on all kinds of responsibilites without 
being able to do any task successfully. The 
question, therefore, is not: “Control or no con- 
trol?”, but: “What control is necessary in order 


Data and Economic Laws 


It is important for the solution of the problems 
of the free-market economy that the distinction 
between data and phenomena should be properly 
established. The data consist of the various 
primary conditions for the social economy: or- 
ganization, legal system, social arrangements, 
needs, factors of production etc. These data can 
be changed and can be affected by various 
circumstances. They can also be scientifically 
investigated by means of historical research, for 
example. The economic phenomena themselves, 
however, are described by theory, and theory does 
not comprise data but only their effects. These 
are the expression of the unavoidable facts which 
we call economic laws. The assumptions which 
the theorists undertake to accept set the problems 
which economic theory has to solve. The fact, 
mentioned above, that data can be altered by 
human actions means that there are assumptions 
which must be affected by economic policy. On the 
other hand it is not possible to alter the effects, 
insofar as these are really the expression of the 
economic laws. Many errors and hesitations in 
economic policy are traceable to the fact that 
this distinction between data and economic laws 
is not observed. Once it is realised that a free- 
market economy with a flexible price system 
corresponding to the constant fluctuation in 
essential data is a matter of economic law, eco- 
nomic policy will then devote itself to creating 
the best conditions for the market from various 
points of wiew, of which the social aspect will not 
be the least important. When it is understood 
that the laws are hypothetical in the sense that 
they rest on assumptions chosen by the com- 
munity, then two kinds of exaggerations are 
avoided — on the one hand the view of laissez- 
faire capitalism that economic policy serves no 
purpose at all and on the other hand the Marxist 
standpoint — which at bottom is exactly the same 
— that the community itself cannot influence or 
create the basic conditions of the economic system. 
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Everything is determined, including the data on 
which economic theory is based, but which are 
excluded frorn the theory itself. In my opinion it 
is an important task of economics to make an end 
of such quasi-scientific theories. They only do 
harm from the scientific point of view, and they 
are moreover obstacles to the formulation of an 
economic policy which would serve the best in- 
terest of the community. 

The fact that the laissez-faire point of view 
is optimistic regarding the capacity of economic 
laws to put everything right in the economic 


system, whereas Marxism is_ correspondingly 


pessimistic, is of no significance. Both views over- 
look the fact that economic laws are limited by 
those conditions of a political, legal and social 
nature which the people in a community may 
decide upon. In both cases the scope of the laws 
is extended to fields where there are in reality 
possibilities of free choice. Above all the State 
disappears in this connection. The socialists 
especially have, indeed, put forward the Stateless 
community as an ideal towards which events are 
inevitably tending. What is forgotten is that the 
State may not only be the enemy of civil liberty ; 
it may also be its protector. 
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THE COMMERCIAL BANKS AND THE 
COMMUNITY 


BY BENGT SENNEBY, 


SKANDINAVISKA BANKEN, STOCKHOLM 


With one exception (the state-owned Sveriges 
Kreditbank) the Swedish commercial banks 
are privately-owned undertakings. Although they 
are subject to considerably stricter supervision 
than, for example, ordinary joint-stock companies, 
they have nevertheless to be conducted in 
principle in the same way as all other private 
business enterprises. 

The primary object af any business under- 
taking is that it shall yield a profit. The size of 
this profit, moreover, is often used as a measure 
of the skill with which the affairs of an under- 
taking are carried on. One of the fundamental 
principles in the theory of enterprise economics 
is that it must always be the task of an under- 
taking to maximize its net receipts. Among other 
things this principle presumes the existence of 
perfect competition. The theory shows that it is 
only by striving to maximize its profits that an 
enterprise can remain solvent if competition is 
unrestricted. In reality, however, the competition 
is often imperfect in some respect or other. Jn 
practice, therefore, it has been necessary to 
modify the principle of the maximization of profit 
by taking into account a number of different 
factors. Thus the profit maximization principle 
followed by business enterprises today is in a very 
much watered-down form, so much so that in 
most cases one can disinguish an entirely new 
principle, the principle of ‘reasonable profit”. 
Among the many factors which have been of 
importance for this development we may take as 
examples the facts that firms are afraid of 
evoking new competitors, that they wish to remain 
on good terms with their customers, that they 
want to enjoy goodwill with the public and the 
authorities and that regard must be taken to 


social factors and other factors concerning the 
welfare of the community. 

The commercial banks are to be numbered 
among those enterprises which have departed to 
the greatest extent from the principle of maximum 
profit. Social considerations of various kinds 
have contributed to this state of affairs in a very 
high degree. As credit institutions, these banks 
naturally occupy a key position in the country’s 
economic system. For this reason they have been 
the object of some very detailed legislation and 
are moreover under the constant supervision of a 
special public inspectorate. They have come to be 
regarded practically as semi-official institutions, 
whose organization may be utilized for such 
measures of smonetary policy as the State may 
deem fit to apply. But the very character of their 
work has emphasized the responsibility inherent 
in their position as credit agencies for the 
community. 

Interest is something considerably more compli- 
cated than the mere price of a commodity (credit) 
provided by the banks. The interest structure and 
the interest level have an important influence on 
the entire social economy. It is therefore natural 
that the rates of interest applied by the banks 
should have come to be characterized by a certain 
uniformity and rigidity. In order to give con- 
sistency to the interest structure the commercial 
banks (with a few unimportant exceptions) apply 
the same interest rates and conditions as regards 
notice for deposits received from the public. Simi- 
lar uniformity as regards conditions also exists 
in the case of the deposits received by the savings- 
banks. 

It should, however, be remembered that during 
the last few years the costs connected with de- 
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posits, already high, have increased still further. 
This is not least true in the case of deposits with- 
drawable on demand — current accounts — on 
which no interest is paid. For every cheque drawn 
there are bookeeping and clearing costs as well as 
the cost of the cheque-form itself. In other 
countries the banks sometimes make a special 
change to cover these costs, but so far this solution 
has not been resorted to in Sweden. 

The rates of interest applicable to advances by 
the commercial banks, on the other hand, are in 
principle free (if one disregards the fact that they 
are, of course, affected by the general interest 
level). The interest on credit should therefore, as 
in the case of prices in other commodity markets, 
adjust itself according to the supply and demand. 
But interest is not a pure equilibrium price to 
the same extent as other commodity prices are. 
There are many other factors, in addition to the 
demand for and supply of credit, which affect the 
lending rates of the banks. What decides a bank 
to grant or withhold a credit is generally not the 
amount the bank will receive in interest, but 
whether the project for which the credit is sought 
can be regarded as economically sound and likely 
to give a satisfactory return in the long run. Con- 
sequently high-risk interest rates have never been 
a feature of Swedish banking. If maximum profit 
were to be made the objective of a bank’s policy, 
the logical step would, of course, be to arrange an 
auction of credits. The range of interest rates 
actually charged by Swedish banks for advances 
is very small. The main factor in fixing the rate 
for credits is that the banks (given the deposit 
rates) should be able to cover their administration 
costs and at the same time receive in addition a 
certain risk-premium and reasonable profit (in- 
terest on their own capital). 

Naturally, however, the supply of and demand 
for credit is not without importance for the 
interest rates. In a period, for example, when 
there is a shortage of credit there is always a 
certain tendency for the interest rates of the banks 
to rise. This is a way of bringing about a proper 
distribution of credit among the various projects 
which are regarded as sufficiently sound and 
profitable. 

To sum up, it may be said that in fixing the 


rates for deposits and advances the banks have to 
a very large extent taken the principle of ‘‘reason- 
able profit” as their guide. This principle may be 
regarded as normal for a modern commercial 
bank. 

During the post-war period, with its many 
attempts to halt inflation, however, the criterion 
of profitability has in many cases had to give 
place to social considerations. The granting of 
credit by the banks has in various ways been 
subjected to controls which the banks have volun- 
tarily accepted. There have, for example, been 
regulations to influence the distribution of bank 
credit in such a way that projects which are of 
importance from the community point of view 
shall be favoured (so-called qualitative credit 
control). As the credits accorded priority in con- 
formity with these regulations have on the whole 
carried a low rate of interest (e.g. housing 
credits), it is plain that to a certain extent the 
banks have voluntarily set aside profit considera- 
tions in their distribution of credit. Bank credit 
has also been limited by liquidity regulations (so- 
called quantitative control}. With a view to halting 
inflation, at the beginning of 1952 the commercial 
banks came to an agreement with the Riksbank by 
which they undertook to strengthen their liquidity 
in successive steps in accordance with a plan put 
forward by the Riksbank. Formally, at least, this 
agreement was voluntary and it has subsequently 
been extended to remain valid until further during 
1953. If the banks increase their liquid assets 
(which give a lower yield than credits) to an 
extent greater than is justified by the purely 
business requirements for liquidity, the result can 
only be that the ability of the banks to show a 
profit is further restricted. The same result was 
caused by the severe regulations regarding cash 
reserves which were in force from October, 1950, 
until I*ebruary, 1952, and which meant that the 
banks had to keep a certain proportion of their 
engagements at the Riksbank as non-interest- 
bearing holdings. Such are the various measures 
of monetary policy which have obliged the banks 
to put profit considerations in the background 
during the post-war period. 

So far we only discussed the deposits and 
advances of the banks. When we come to consider 
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other branches of banking business we cannot 
fail to be struck by the extent to which the prin- 
ciple of maximum profit has had to be sacrificed. 
To a great extent the fees charged for other serv- 
ices are the same for all banks. If the fees 
charged for all these innumerable services were to 
be fixed individually by the banks the only result 
would be to create confusion among the general 
public. The agreement about such charges has not, 
however, been used as a means of exacting 
excessive amounts from the customers. The tariffs 
are throughout very low; indeed, in some cases 
they only cover the direct costs and leave no 
margin at all for a reasonable profit. It is perhaps 
worth mentioning that the rates are kept at these 
low levels in spite of the fact that in many 
branches of their business the banks do not have 
to reckon with serious competition. The view of 
the banks is that these aspects of their activities 
are to be regarded on a broad view as comple- 
mentary to the business in deposits and advances, 
and that the various services should accordingly be 
made available to depositors and borrowers at the 
lowest possible charge. It is also noteworthy how 
little the charges have been raised during the last 
few decades in spite of the considerable rise in 
prices which has taken place. 

To a certain extent social reasons also have 
caused the banks to keep their charges for certain 
services low. The cost of discounting a bill of 
exchange (drawn for the purpose of a loan) at two 
months, if the amount of the bill is not more than 
360 kronor and the interest is 5 per cent., is only 
three kronor. It is obvious that in this case the 
bank’s receipts are not nearly sufficient to cover 
the costs of the discounting. The fact that such 
credits are nevertheless granted at excessively low 
charges is due to the fact that it is not desired to 
force small borrowers to have recourse to private 
discounting agencies, which sometimes charge 
unreasonably high interest. Broadly speaking, it 
is only when the credits granted by the banks 
are considerable that they earn their own costs. 
Thus to a certain extent the charges made by the 


banks are fixed according to “what the traffic 
will bear” and not according to the actual costs. 
The banks have always attempted loyally to act 
in accordance with the wishes of the Riksbank in 
the matter of interest and credit policy, even 
though this has had an unfavourable effect on 
their profits. They have also accepted in the same 
spirit the encroachments on freedom in foreign 
transactions which the Riksbank has imposed. The 
extremely complicated regulations which have 
arisen in connection with currency control from 
the beginning of the recent war until the present 
time have caused the banks considerable trouble. 


The banks have placed themselves generously at the 


disposal of their customers for the interpretation 
of these regulations and have assisted them in 
filling up forms etc. For all the work they have 
done in this connection — often very time-con- 
suming work — their charges have been con- 
siderably less than the actual cost involved, and 
in many cases they have taken nothing at all for 
their trouble. It is, of course, true that during the 
last few years there has been some simplification 
of the currency regulations and that a gratifying 
tendency to increased freedom for the banks has 
become evident in this field. It still continues to 
be the case, however, that the banks have to put in 
a considerable amount of work in order to assist 
their customers in matters concerning currency 
regulations. 

The object of this short survey has been to 
show how in many important respects the com- 
mercial banks have, in conducting their affairs, 
allowed public considerations to take precedence 
of their own interests. This is not to say that the 
banks alone are in agreement with such an orienta- 
tion in the world of business. In the strict sense all 
business undertakings are beneficial to the public. 
It may perhaps be said, however, that by reason of 
the position they occupy in the community the 
banks have on the whole had to pay greater atten- 
tion to factors concerning the public welfare 
than have other types of enterprise. 
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THE EARLY EVOLUTION AND MODERN 
ADVANCES WITHIN THE CELLULOSE INDUSTRY 


BY DR ERIK HAGGLUND, PROFESSOR, 


DIRECTOR OF RESEARCH, SWEDISH FOREST PRODUCTS RESEARCH LABORATORY 


The production of chemical pulp from wood 
was started in the eighteen sixties and seventies 
according to two different methods: the soda 
process, first carried out on a technical scale in 
the U. S. in the beginning of the sixties; and the 
sulfite process which was first introduced in 
Sweden in the beginning of the seventies. During 
the time elapsed since then a sweeping evolution 
has taken place. This evolution, however, has 
varied to its intensity. There have been periods of 
relative stagnation. These periods have been follow- 
ed by some times revolutionary advances which 
have reduced the cost of labour and the consump- 
tion of raw materials and steam, or have improved 
the quality of the pulp. Also, tremendous advances 
have been made in the field of by-products and 
new types of pulp. 

It is, however, remarkable that during this 
evolution the two mentioned methods for the 
production of pulp have not been replaced by 
others, but still are fully dominating, although 
several other methods of producing pulp have 
been proposed. The pulp mills originally built were 
of very small capacity as compared to those of 
to-day. Difficulties of all kinds were met in the 
production. Although the new fibre was a 
welcome product in the paper mills because of the 
lack of rags as a raw material, great difficulty 
was encountered in convincing the paper makers 
on its fitness for use. As a matter of fact it took 
quite some time until the pulp industry became 
really profitable. 


The Course of Evolution 


The introduction of bigger production units 
than previously used was of extraordinary 1m- 


portance for the technical evolution. It was thus 
a tremendous step forward when the old lead- 
clad sulfite digesters were replaced by brick-lined 
digesters more than ten times as big. This was 
first done in Germany, where they also — ap- 
proximately at the same time — made the obser- 
vation that caustic soda containing sodium sulfide 
gave much better results than pure caustic soda as 
a chemical for the production of pulp according 
to the soda process. In practice this was ac- 
complished by using the much cheaper salt cake 
instead of soda to supply the required chemicals. 
The process was therefore called the sulfate 
process. It developed very quickly, since it had 
been learned in this country how to obtain a 
sulfate pulp of superior strength qualities, which 
is the reason why it was given the name “kraft 
pulp”. The Swedish word “kraft” is now used all 
over the world as a general name for a sulfate 
pulp. 

Within the sulfate pulp industry the engineers 
have mostly been interested in the question of best 
possible recovery of chemicals from the waste 
liquor, the so-called black liquor, which question 
involves problems as how to separate the black 
liquor efficiently from the pulp without diluting 
it to much, or how to evaporate the liquor and 
burn the residue. In this field we are proud of 
having led the progress. The consumption of salt 
cake was reduced from hundreds of kilos to 50-— 
60 kilos per ton of pulp and the initial great 
amount of extra fuel necessary has been gradually 
reduced so far that a modern sulfate mill to-day 
supplies its own needs in respect to heat and 
power. 

In the sulfite industry it has long been a goal 
to find a way of using the organic material in 
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the waste liquor for fuel in the production. che 
problems of evaporation, however, have been 
difficult, but have now been solved — again by 
Swedes — thanks to power of imagination and 
combined efforts. Regarding the heat economy, 
one has not yet progressed as far as in the sulfate 
industry. In this field there is still room for 
continued research and development work. In 
order to avoid the difficulties of gypsum scale 
formation in the evaporation of the sulfite waste 
liquor, some sulfite mills in the U. S. — which 
by official authorities have been forbidden to 
dispose of their waste liquor in the streams —- 
have replaced the calcium of the cooking acid with 
magnesium or ammonium. In this case no severe 
scale difficulties are obtained. The magnesium 
sulfite cooking acid is also advantageous, because 
the magnesium base can be recovered when the 
liquor is burned, and furthermore it is possible to 
recover most of the sulphur as sulphur dioxide for 
the preparation of new cooking acid. Working 
on a technical scale, difficulties have been en- 
countered in reaching the recovery efficiency of 
the pilot plant. However, another big mill is now 
being built according to this system, indicating 
that satisfactory results can now be expected 
in the recovery, which is necessary for the econ- 


omy. 
' Regarding the ammonia base process one has 
not yet — least on an industrial scale — been 


successful in the efforts of recovering ammonia 
and sulphur. This method is still considerably 
more expensive than the calcium bisulfite method. 
It has been said, however, that the increased cost 
to some extent is compensated for, by a shorter 
cooking time, and what is more important one 
eliminates the trouble of the great amounts of 
ash obtained when ordinary sulfite waste liquor 
is. burned. 

Stainless steel has been of extreme importance 
in the sulfite industry. This material has made 
possible the cooking of sulfite pulp in stationary 
digesters with forced circulation of the cooking 
acid. The materials previously available were not 
sufficiently resistant to the attack of the sulfite 
cooking acid on necessary screens, pipes, pumps 
and valves. Aside from more uniform cooking 
of the chips great improvements were obtained 


regarding the steam consumption and the power 
generation. 

The development of the bleaching processes 
constitutes a special chapter in the history of the 
cellulose industry. 

It was known since the beginning of the last 
century that it was possible to bleach rags and 
straw with hypochlorite, mostly in the form of 
chlorinated lime solutions. No difficulties were 
met with in applying this experience to the 
bleaching of sulfite- and sulfate pulp. However, 
it was soon found out that the pulps had to be 
“‘bleachable”’, implying that the pulps had to be 
well cooked down, that is they should contain 
only small amounts of the incrusting material 
lignin. For this reason such pulp had a very low 
strength, and low yields based on the wood were 
obtained. 

An important step forward was the discovery 
of how to make bleached pulps of high strength. 
The prerequisite for this was to have elementary 
chlorine available. This was possible only after 
knowledge had been gained of how to produce 
and transport liquid chlorine. The combination of 
chlorine-hypochlorite, originally the only method 
used in the bleaching, has by degrees been in- 
creased to several steps and combination. Further- 
more we now have introducted the bleaching agent 
chlorine dioxide, which is excellent because it 
improves the brightness without impairing the 
strength of the fibre. The development of the 
bleaching technique was of epoch-making impor- 
tance especially in the sulfate pulp industry and 
“bleached kraft” is more and more used for 
different purposes. The highest quality pulps of 
this kind can without disadvantage replace the 
so-called half-stuff made out of rags. 

For the mills that manufactured bleached sulfite 
pulp a new and important market was found in 
the rayon industry which expanded very rapidly 
in the beginning of the twenties. Several Swedish 
mills got an early start in this field. The new 
demands made upon the qualities. of the pulp 
brought about far-reaching consequences in the 
running of the mill. 

Not only for viscose rayon but also for cellulose 
derivatives has there been an increasing demand 
for “refined” pulp, and preferably sulfite pulp. 
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This is particularly true for acetate rayon, a 
product previously manufactured exclusively from 
cotton linters. The evolution shows here an in- 
creasing growth. 

The principal cost in the production of pulp 
is that of wood. It has always been clear that 
everything possible should be done in order to 
cut down the wood consumption. In this con- 
nection the problem of barking has been extremely 
important to the sulfite industry. The removal of 
the bark with least possible loss of wood has been 
an intriguing problem that has led to the design 
of barking devices of different kinds. The 
barking in drums of short logs under water spray 
is an ideal solution as to wood saving. However, 
in our country this method is suitable only for 
wood that has been soaked for an extended 
period. In that case too, difficulties may be en- 
countered in the cooking and bleaching of such 
wood because certain substances in the bark spread 
into the outer annual rings of the wood. 


Recovery of By-Products 


Another factor of importance in the evolution 
— the by-products — naturally should not be 
forgotten. 

The most important by-product of the sulfite 
industry is alcohol. The capacity of the alcohol 
plants in this country is estimated to 100 million 
liters per year. The actual production is lower 
because the recovery of the waste liquor is mostly 
incomplete, only the liquor freely drained off 
being used. 

During the war when the export of sulfite pulp 
was down, the digesters of the mills were run to 
produce maximum amount of sulfite liquor, rich 
in sugar, for the production of alcohol, without 
regard to the pulp yield and quality. The amount 
of alcohol obtained in this way was considerable, 
and constituted a valuable contribution to the very 
limited quantities of liquid fuel, solvent etc. avail- 
able at that time. Based on experiences from the 
first world war the pulp was extensively used as 
fodder cellulose in the stock-raising. An organic 
chemical industry of considerable size has also 
grown up, using the ethyl alcohol as a raw 
material. 


Great interest was also drawn to the method 
invented in Germany during the war to produce 
fodder yeast from sulfite waste liquor or waste 
liquors from the alcohol production. The fodder 
yeast production was considered by many people 
non-profitable under normal circumstances. As a 
protein base it is also undoubtedly more expensive 
than soy and similar protein fodders. The econ- 
omy has, however, been greatly improved, since 
it lately was discovered in the U. S. that the 
yeast contains so-called sterines which substances 
have proven suitable as a raw material for the 
production of cortisone. The protein-containing 
residue can therefore be sold at a price that is 
acceptable for certain fodder purposes. 


Of other by-products the tall oil from the 
sulfate mills is the most important. A great part 
of the needs of this country of washing material 
and rosin size is manufactured from this material. 

The manufacture of chemical pulp implies 
under all conditions the dissolving of considerable 
amounts of the wood, and in certain cases more 
than half of the wood weight will be found dis- 
solved in the waste liquor. As has earlier been 
pointed out, part of the dissolved material, the 
sugar, is used for the manufacture of alcohol or 
yeast. The rest consists to the greater part of 
so-called lignin in the form of ligno-sulphonic 
acids. The sulfate method renders waste liquors 
which contain converted products of part of the 
easily soluble carbohydrates of the wood ma- 
terial, and furthermore lignin somewhat modified 
by the influence of the alkali. Making use of the 
organic material of the waste liquors for chem1- 
cal purposes is thus a problem of making their 
lignin compounds useful. 

The progress in this field, has, however, been 
small, but some products have found a market, 
as for instance vanilla from sulfite waste liquor. 
Already half a century ago it was discovered in 
the laboratory that small amounts of vanilla are 
formed when sulfite lignin is heated with alkali. 
This discovery led in America to experiments on 
a larger scale. After several years of efforts a 
way of producing vanilla to a competetive price 
was found. The market for vanilla is, however, 
limited. The waste liquors from an average size 
sulfite mill contain rawmaterial enough to take 
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care of the comparatively great demand for this 
product in the States. In conjunction with the 
production of vanilla some by-products are ob- 
tained, which have found use as emulsifiers. 

The lignin isolated from the waste liquors of 
the sulfate and soda processes, the so-called black 
liquor, has been used in the last few years in a 
Canadian mill as a thermoplastic material for the 
glueing together of papers in several layers to 
hard boards, preferably used for table-tops. 

The mentioned uses and some others of less 
importance do not in any way solve the problem 
of finding a general use for the lignin. The results 
were obtained in a more or less empirical way, and 
the many unsuccessful experiments make it neces- 
sary to find more rational ways to get results. It 
is probably not possible to come to a satisfying 
solution of the problem of making use of the 
lignin without obtaining full clarity on the chemi- 
cal constitution of the lignin. As a matter of fact, 
few problems within the organic chemistry have 
shown as difficult to solve as this one. The 
progress, has, however, been moving forward step 
by step during recent years. Using chemical as 
well as physical methods, mainly optical, it has 
now been stated that the lignin is an aromatic 
substance. The molecule weight is comparatively 
low, 800—1 000. The molecule is probably built 
up by phenyl propane units, that is units of the 
same carbon skeleton which enters into the 
aromatic part of the glucoside coniferin found in 
the cambium of the softwoods. By enzymatic 
synthesis of this aromatic substance, coniferyl 
alcohol, there has lately been obtained a product 
with chemical and physical properties very closely 
related to those found with lignin. Thus it looks 
as if the goal of finding the constitution of lignin 
might not be far away. When this constitution 
is known, it will be easier to figure out, how to 
proceed in order to produce marketable chemical 
products from lignin. 

The mentioned advances, and others not dealt 
with here within the cellulose industry, have made 
it possible to maintain manufacturing costs at the 
same level, in spite of increased costs for raw 
material and higher wages, and thus has enabled 
us to export our pulp successfully and generally 
very profitably. 
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Production and Wood Resources 


The world production of sulfate and sulfate 
pulp has increased tremendously during the last 
40 years. In 1911 amounting to around 4 million 
tons, the production increased to 9,6 million tons 
in 1930 and was in 1951 24 million tons. Graphic- 
ally the production curve shows an ever-increasing 
tendency, interrupted only at certain periods of 
crisis, when it falls off. 

The increase in production has, in several 
places, however, brought about an increasing 
scarcity of wood. We have in this country such a 
situation in recent years, but the conditions on 
the European continent are worse. In spite of the 
great expansion within the pulp industry in North 
America great supplies of wood are still existing, 
although these supplies consist for the most part 
of hardwoods in some territories. 

Great interest especially in the States is directed 
to making use of the hardwood supplies, and the 
production of so-called semi-chemical pulp from 
hardwoods is rapidly expanding. In this process 
a chemical treatment is combined with a mechanic- 
al defibration. The chemical treatment is driven 
only so far that afterwards it is possible to 
separate the fibres by defibration in rod mills or 
refiners. The yield is high, around 70—90 % of 
the weight of the wood. The pulp is mostly given 
another treatment in some kind of beating equip- 
ment. In this way products are obtained which are 
suitable for coarse, stiff papers mostly used for 
packing purposes. Using great quantities of 
bleaching agents it is also possible to bleach the 
pulp. In this manner some hardwood species give 
pulps of comparatively high strength. 

In this country birch has been used for several 
years for the production of bleached sulfate pulp 
of high brightness and strength. Lately it has been 
shown that this can also be accomplished by using 
the sulfite method, provided certain steps are 
observed. 

Because it now has been shown, thanks to the 
advances of the cellulose research, that the hard- 
woods constitute a valuable raw material for the 
cellulose industry — contrary to the old con- 
ception of the hardwoods as an inferior raw ma- 
terial, generally blamed the shorter fibres of such 
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wood — great interest has been drawn to the 
possibilities of utilizing the enormous hardwood 
supplies of the tropics. Sooner or later it will be 
necessary — as the evolution shows — to look 
for new sources of raw material for the ever- 
expanding pulp industry. The solution of this 


problem is, however, very complicated and is not 
answered only by the knowledge of the possi- 
bilities of using harwoods for the manufacture 
of different kinds of cellulose products. It is, 
however, beyond the scope of this article to go 
any further into this question. 
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THE ECONOMIC SITUATION 


With their relatively strong bias towards 
foreign trade, Swedish industry and commerce 
have gradually been feeling a serious effect of the 
recession in other countries which appeared as long 
ago as 1951. After the inflationary boom in the 
forest industries came to a peak at the beginning 
of last year, the deterioration in the trading 
situation of industry began to spread to ever 
wider circles. The sensitivity of the home-market 
industries to foreign competition may be gathered 
from the fact that at present our imports are 
free-listed to the extent of go per cent. and that in 
many cases any tariff protection which exists 
consists of duties levied according to weight. The 
effect of such duties has, of course, been con- 


siderably reduced as a result of the fall in the’ 


value of money. 

Nevertheless the decline in production, which 
has appeared in different industries at different 
times and in different degrees, amounted during 
last year to an average of only two per cent. in 
comparison with the previous year. The most im- 
portant exception to the general rule of reduced 
output is, as before, the ore-mining industry. In 
the case of the engineering industry a considerable 
fall in the stock of orders was reported as long ago 
as September of last year in comparison with the 
same month in the previous year. The decline in 
the case of the iron and metal manufacturing 
industry is given as 40 per cent. for all orders and 
50 per cent. for export orders only, and a contin- 
ued deterioration in the supply of orders is 
expected during 1953. Export orders for mechanic- 
al and electrical engineering firms have fallen 
by 15-—20 per cent. Nevertheless in September the 
orders on the books of the engineering industry 
represented 13 months’ production, while the ship- 
building yards had orders sufficient to occupy 
them for 29 months. An investigation that has been 
undertaken in the matter indicates that the invest- 


ments of industry as a whole will, under the 
influence of the decline in liquidity among other 
factors, in all likelihood be reduced by 150—200 
million kronor in the case of plant and buildings 
and between 300 and 400 million kronor in the 
case of machinery. Such a decline in the output of 
machinery would correspond to between 7 and 9 
per cent.of the output of the engineering industry, 
naturally with repercussions on production in the 
iron and steel industry. Once the earlier accumu- 
lation of stocks in the textile and foot wear trades 
was reduced, the situation of the industries con- 
cerned improved. The improvement in the market 
for the products of the timber industry also seems 
to have come to stay, and in December last year 
approx. 300 000 stds. have been sold for delivery 
in the new year. Pulp sales have also been more 
brisk recently, and stocks (which at one time 
during the autumn were probably in excess of 
450 000 tons) are estimated to have regained more 
normal proportions by the turn of the year, in 
spite of the fact that the winter and the end of the 
shipping season from northern Sweden came 
earlier than usual this year. The price situation 
for these sectors of industry continues to be 
depressed. 

The deterioration in the competitive position of 
industry is in part a consequence of the rise in 
wages. According to the Institute of Economic 
Research this amounted to 44 per cent. during 
the period 1950—May 1952, whereas during the 
two previous years wages fixed by collective 
agreement had remained unchanged and there had 
been an upward shift of 7 per cent. outside the 
framework of the agreements. In comparison with 
several other countries, including the United 
Kingdom, the Netherlands and, above all, Western 
Germany, Sweden’s cost situation has considerably 
worsened during these years. In addition, there is 
the fact that exports from certain other countries 
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have been assisted by subsidies, export credits 
and price discrimination in the case of industrial 
requirements. 

House construction has been favoured by an 
increased supply of raw materials and a better 
balance on the labour market. The productivity 
has also increased, the building time for a 
dwelling-house having been reduced from nearly 
14 to about 12 months during last year. On the 
other hand the rise in building costs (which in 
Stockholm amounted to 37 per cent. as compared 
with 1950) and some difficulties of financing 
building have involved problems for the indus- 
try. The housing shortage still shows no sign of 
diminishing, and 125000 people are on the 
waiting-lists of the local housing authorities in 
urban districts. It is expected that it will be poss- 
ible to increase building this year, especially in the 
rural areas. Altogether it is estimated that the 
number of new dwellings can be increased from 
46 000 last year to 53 000 this year. 

The domestic bread grain harvest last year is 
described as moderately good, and considerably 
better than the 1951 harvest, in spite of consider- 
able damage from rain during the harvesting 
operations, especially in the case of spring-sown 
and fodder crops. The sugar-beet crop showed 
a low sugar content. During the postwar period 
there has been considerable capital investment in 
agriculture. The use of machinery per person 
employed is now three times as high as it was 
before the war, and productivity is estimated to 
have increased by about one-fourth during the 
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(Current 3-months’ averages.) 
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period 1939—51. The number of tractors has 
quadrupled to about 80000 and the number of 
combines is now about 10 000. 

Tull employment is still the general rule in the 
labour market, but in addition to extended holi- 
days at Midsummer and Christmas there has been 
a considerable amount of laying-off of labour in 
certain industries, while here and there concealed 
unemployment has arisen through the curtailing 
of the number of working days per week or 
through temporary employment being given to 
workers affected by production cuts. As 
mentioned in the previous Quarterly Review road 
work and other public works are kept in reserve 
for the counteraction of unemployment resulting 
from reduced forest fellings, etc. The need for 
public constructional work, including that for the 
defence services, is also expected to fill the gap 
arising through diminished investment in private 
enterprises. 

The marked gains in wages secured by 
industrial workers during the last two years have 
largely been offset by increased living expenses 
and automatic rises in the amount of tax paid. 
It seems possible that at the wage negotiations 
taking place at the turn of the year 1952—53, 
which will affect about one million wage-earners, 
a rise in the nominal level of wages may be avoid- 
ed; on the other hand hopes of a rise in the level 
of real wages are bound up with the possibility of 
price reductions. Following the rejection by the 


Wholesale Price Index of the Board of Trade. 
(1935 = 100.) 
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employers of a proposal for index-regulated 
wages the Confederation of Trade Unions has 
addressed an appeal to the Government “to take 
all possible measures to counteract any tendency 
towards a rise in prices”. " 

As is well known, the record export boom 
which lasted from the second quarter of 1951 up 
to and including the first quarter of last year was 
due above all to the very sharp rise in the prices 
of the products of the forest industries, the 
volume of exports undergoing comparatively little 
change. The period since then, however, has been 
characterized by a considerable decline in both 
prices and quantities. In comparison with the same 
period last year, the quantity of pulp exported 
during March—June last year fell by 47 per cent. 
and that exported during July—October by 26 
per cent. The corresponding figures for paper 
exports where 41 and 38 per cent. In consequence 
of the steep fall in prices, the quotations for 
certain qualities of pulp and wrapping paper 
during the autumn were only one-third of the 
peak figures at the beginning of the year and were 
actually below the level prevailing before the be- 
ginning of the boom. In general Sweden’s terms 
of trade have undergone a considerable deteriora- 
tion, in that the market prices for our export 
goods in October last year were 34 per cent. lower 
than in October the previous year, while during 
the same period import prices fell by unly 8 per 
cent. In comparison with the same period in 1951, 
imports and exports during the first 11 months 
of last year declined by 4 and 11 per cent. 
respectively, involving an import surplus of 838 
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million kronor as against 271 million kronor the 
previous year. As is always the case when trade 
is falling off, the decline of prices in external 
trade is being offset by the time-lag with regard 
to payments for goods and freight. Last year’s 
balance of payments in current transactions with 
foreign countries is therefore expected to result 
in a deficit of not more than 70—100 million 
kronor as against a surplus of about 900 million 
kronor in 1951. This deterioration during last year 
of at least 1 000 million kronor is to a great extent 
the envisaged result of the desire of the authori- 
ties to keep imports on a high level. 


Export 

Imports Exports parc 

surplus (—) 

Million kronor 

Jan-—— Nove 1030 yee ae I 724 = 507 
> » 1949 . 3 894 3 737 357 
> 3 1G5O. 0) eS Oe 5 085 — 417 
> > 1951 8 518 8 247 — 271 
> B ALQS2) = SoS 7 350 — 838 


During the first three quarters of last year 
export surpluses occurred mainly in the trade with 
other Scandinavian countries and France. Owing 
to the rapid and steep rise in imports from 
Western Germany the import surplus from that 
country increased from 230 million kronor in 
1951 to 485 million kronor, and at the same time 
the import surplus from the USA advanced from 
258 to 350 million kronor. 
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foreign Trade with the Most Important Countries 
Fanuary—September 1951 and 1952. 


Millions of kronor 


Imports Exports Trade Balance 

I95I 1952 1951 1952 1951 1952 

Great Britain 1142 960 1213 r01I0 + 7r + 50 
Western Germany 872 1157 642 672 —230 — 485 
United States 639 668 381 318 —2z58 —350 
Norway... 193 250 380 439 +187 +189 
Belgium . 378 434 284 251 — 94 —183 
Netherlands 320 349 362 289 + 42 — 60 
France B17 tesO 34455857. 35. ttt 
Denmark 168 150 299 294 +131 +144 
Brazil . 213 ee 2 Oeme 2205. (210, 6 Ou ao 
Poland 299 2II 193 165 —106 — 46 
Italy 202 149 184 143 — 18 — 6 
Argentina . 1i8 156 257 106 +139 — 50 


Our trade with other countries during the first 


half of last year resulted in an increase of the 
foreign exchange reserves by about 100 million kr. 
The subsequent changes have been insignificant. 


Foreign Exchange Reserves 


Million kronor 


Dec. 3% June 30 Sept. 30 Nov. 29 
Riksbank 1951 1952 1952 1952 
Gold . 690 683 681 
Dollars . aie 217 162 188 
Gold and dollars under 
EPU agreement 166 499 444 
EPU currencies I O21 960 927 
Other currencies . 284 _ 119 82 ; 
Total 2378 2 423 2 322 2184 
Commercial banks . 1 REG = P64 — 84 =250 
Total 2152 2259 2 238 PI ey! 


The Credit Market.The agreements which the 
Riksbank concluded last year with the commercial 
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banks, the savings banks and the agricultural 
credit societies regarding certain rules for 
advances etc. have been renewed until further 
notice for this year. Regarding the contents of 
the agreements, reference may be made to articles 
in this and the preceding issue of this Review. 
After long negotiations there has also been a 
renewal of the agreement with most of the in- 
surance companies; the agreement contains 
directives for the investment of monies corre- 
sponding to the increase in insurance funds ete. 
The control of credit which has been achieved 
through these agreements includes a continued 
Riksbank control of the issuing of bond loans 
and means further that priority in the granting of 
credit is to be given to house-building and 
municipal works, and also that a low rate of 
interest is to be charged for these credits. Since 
this arrangement largely concerns the question of 
how the deposits of the banks and the funds of 
the insurance companies are to be disposed of in 
the granting of credit and in investment in se- 
curities, the control in itself involves only a 
problem of distribution. It does not involve any 
contraction of total credit other than that brought 
about by the fact that the Riksbank has secured such 
a degree of control over the interest level that it 
has been able to abandon the strongly inflationary 
purchases of bonds which had been going on 
during a long period of years in an attempt to 
bolster up the low-interest policy. Now that 
the trade recession has simultaneously put an end 
to the equally inflationary inflow of foreign 
exchange from abroad, the pronounced over- 
balancing of the Budget is free to draw off large 
sums from the market in the form of taxes. The 
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contraction in the supply of money arising from 
this cause has been further assisted by the deteri- 
oration in the profits of companies, whereby the 
liquidity of the enterprises has been weakened and 
they have been put in a much less favourable 
position to continue financing their activities them- 
selves. In this situation the effects of the scarcity 
of money have caused serious difficulties in 
various quarters. Industry, for example, finds it 
difficult to finance measures of rationalization 
and shipping companies are hampered in the 
fulfilment of contracts for new ship construction, 
while similar difficulties are encountered by 
traders who wish to modernize their premises, by 
real-estate owners in the repair and upkeep of 
older buildings, by building firms in the financing 
of new projects and by municipalities and other 
large borrowers when they wish to consolidate 
their position by issuing new bonds. In all 
quarters, however, the campaign against inflation 
has been greeted with unfeigned satisfaction, 
although there is a general disposition to regard 
the system of maximum prices for privileged 
loans as a provisional measure which will prove 
on the money market also the validity of the rule 
that unsuitably adjusted maximum prices must 
inevitably cause a shortage of the price-controlled 
commodity. 

The last few months have as usual witnessed 
increased demands for bank credit for the fi- 
nancing of forestry payments and the sugar-beet 
and other crops. Moreover the customary un- 
loading of the credits through bond loans and 
loans on real property at mortgage institutions 
has been delayed. The following table shows the 


November - May November 
1951 1952 1952 
Mill. % Mill. % Mill. % 
kr. kr. kr. 
Industry 2735 28,7 2979 30,5 2812 29,8 
Trade - + 1985 20,8 2050 20,9 1881 19,9 
Municipalities, social 
institutions . . . 122 ee} 150 1,5 254 2,7 
Transport, credit, in- 
etalon» 530% yO. 5141 58 54S eo 
Agriculture... . 466 4,9 450 4,6 436 4,6 


Housing credits . 
Personal and miscel- 
laneous credits . 1 LO 122) 1 sas 0S 


9544 100,0 


2532 26,5 2490 25,4 


1O6I 11,3 


9786 100,0 9431 100,0 
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distribution of bank credits among various groups 
of borrowers. 

During the period May—November 1952, 
which falls within the period of credit control, 
total credits fell by more than 350 mill. kr., and 
even in comparison with the same period in 1951, 
when inflation had not yet reached its peak, the 
advances in November of last year were over 100 
mill. kr. less. During the six-month period May— 
November last year credits to industry and trade 
and so-called personal and miscellaneous credits 
fell by no less than 428 mill. kr. Credits to agri- 
culture and house-building were broadly speaking 
unchanged. Credits to transport undertakings etc. 
rose by about 30 mill. kr. and credits to munici- 
palities by more than 100 mill. kr. or over two- 
thirds. The following table shows the development 
as a whole during the last few months. 


Position of the Commercial Banks. 


1951 re a 
Assets (in mill. kr.) Nov. July Aug. Sept. Oct. Nov. 
Cash 3 2 so. 4 = S23 | 453° Boe) [405 © eccreenee 
Treasury bills . 1535 yio Tisgi 993 2 ¥s2 (a xeo 
Swedish bonds. . . 532 875 855 845 856 869 
Advances in Sweden 10063 9816 9639 9752 9746 9760 
Assets abroad . . . 337 330 349 341 349 352 
Sundry accounts . . 645 622 586 76 612 658 


Total 13 935 12 805 13 276 13 048 13 256 13 248 
Liabilities (in mill. kr.) 
Deposits in Sweden 10430 9591 10083 9752 9987 9979 
Liabilities abroad. . 979 643 630 606 615 620 
Share capital and 


reserve funds . - LoyS Tiay 1ri2zy 1 127 
~ 1448 1444 T4435 


Total 13 935 12 805 13 276 13 048 13 256 13 248 


1127 1127 


Sundry accounts . 1527 1522 


In the period August—November there were 
comparatively small changes in the liquidity 
position of the commercial banks. In that period 
advances showed a relatively insignificant in- 
crease, While under the influence of first and 
foremost the export difficulties deposits had fallen 
with about the same amount as that with which 
advances had risen. The development of the 
deposit business in the commercial banks is per- 
haps best realized on a comparison with the same 
period last year. Thus, from November 1951 to 
the same month last year the deposit business of 
the commercial banks had fallen with about 
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kr. 450 mill. The advances in the same period had 
also fallen, but only with about kr. 250 mill. and 
therefore resulting in a quite important deteriora- 
tion of the liquidity position of the banks. As is 
evidenced by the table above, the foreign debts of 
the banks had also fallen considerably, from 
kr. 979 to 620 mill., in the latest 12-month period. 
To a very large extent this reduction was, how- 
ever, due to the reduced amount of documentary 
credits for imports. 


The Public Finances. During the budget year 
1951—-52 the revenue of the State increased by 
no less than 29 per cent., mainly as a result of the 
steep rise in receipts from income tax. Expendi- 
ture, on the other hand, was kept within the limits 
fixed by the Budget, although it involved an in- 
crease of 974 mill. kr., or 18 per cent., as com- 
pared with the previous financial year. The net 
result of this development was a very considerable 
Budget surplus amounting to 1 084 mill. kr. 


State Revenue and Expenditure 


1950-51 1951-52 Increase 
mill. kr. mill. kr. mill. kr. @ 


Revenue , 5 821 7507 1 686 29 
BMOEUNGLNTE, | cas a ss a 2, 5 449 6 423 974 +18 
whereof for defenc I 191 1471 280 24 
old ageand other pensions 894 I 002 108 12 
children’s allowances . . 448 481 33 7 
health services. . ... 206 253 47 23 
SAVCAHOW sepeis eve oe 1533 663 LA0n 22) 
RORUSEt eerie) gee 337 445 108 32 
capital purposes. ... 481 566 85 18 


Thus no less than 36 per cent. of the State’s ex- 
penditure was in respect of social services and 
education, while defence purposes accounted for 
23 per cent. The next few years are expected to 
bring a substantial increase in the costs of both 
social expenditure and defence. Thus a contem- 
plated increase in old age pensions is expected to 
cost more than 200 mill. kr. a year. Compulsory 
health insurance is expected to require an annual 
amount of 700 mill. kr. in State and employers’ 
contributions and fees, the extra cost to the State 
and the employers being estimated at roughly 150 
and 100 mill. kr. respectively. The question of 
general pensions insurance, which will inevitably 
involve very large sums, is still being investigated. 


The defence authorities are also asking for an in- 
crease of 750 mill. kr. in the defence vote for 
next year. On the average the defence expenditure 
for the financial years 1953--54 to 1958—59 
inclusive would, if the estimates are approved, 
amount to 2140 mill. kr. a year, or 5 per cent. of 
the national income. 


The Foreign Exchange Market. As had already 
happened in Switzerland and some other countries, 
a freer market has been created in Sweden for 
the pound sterling, inasmuch as from November 
24, 1952, the commercial banks have been allowed 
to take over the daily quotation of rates for this 
currency. The Riksbank only lays down the 
marginal rates, 7. e. the limits between which the 
rates are allowed to vary. The margin between the 
buying and selling rates will continue to be three 
ore. The pound showed a firmer tendency when 
the new arrangement came into force and has 
since then varied around kr. 14:53. At the same 
time the Riksbank has also entirely handed over 
forward transactions in sterling to the commercial 
banks. The conditions under which the public 
may buy and sell foreign currencies forward are 
unchanged. From December 8, 1952, a similar 
extension of freedom applies to Dutch guilders. 


The Stock Market. During the first few days 
after the elections for the Riksdag at the end of 
September there were signs of a recovery on the 
stock market, but since then the prices of shares 
have again shown a falling tendency. During the 
last quarter a number of circumstances have com- 
bined to cause a selling pressure which has caused 
quotations to decline to record low levels. Now 
and again minor recoveries have taken place in 
connection with the temporary buying interest 
called forth by the long-lasting fall in prices. The 
pessimism which now prevails on the Stock 
xchange is apparently based on the tendencies 
towards a recession in trade, involving difficulties 
for the export trade and generally increased com- 
petition from abroad; anxiety as to the outcome 
of the wage negotiations, which have an important 
bearing on Sweden’s power to compete, is also a 
contributory cause. The Stock Exchange has also 
been affected by several pessimistic pronounce- 
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ments on the future prospects of industry. Follow- 
ing the conclusion of an agreement between the in- 
surance companies and the Riksbank, under which 
the former were given the continued right to 
buy shares with their so-called “free” funds, 
there was a slight improvement in the price of 
shares, an improvement which also may be partly 
due to the continued rise in the quotations on the 
New York Stock Exchange, where new records 
have been reached. The turnover has been small, 
and considerably less than at the same time last 
year. 

Recently an interesting company formation has 
been carried through. The Swedish Agricultural 
Producers’ Federation and the National Feder- 
ation of Swedish Forest-Owners Associations 
have invited subscriptions for shares in a company 
registered under the name of Skogsagarnas 
Cellulosa AB (Cellulose Co of Forest-Owners), 
with a minimum share capital of 30 mill. kr. and 
a maximum share capital of 90 mill. kr. The lists 
opened on July 1, 1952, and when they closed on 
November 15, 50,1 mill. kr. had been subscribed. 

During the period September 15—December 
15, 1952, the price of shares fell by an average of 
8,5 per cent. for home-market industries and by 
4,5 per cent. for other industries. The table below 
shows the yield of shares as a precentage of the 
market prices, subject to the assumption of un- 
changed dividend. 

Oy 2 
May Sept. Oct. Nov. Dec. 
a5 15 15 15 15 


3 wood-processing compa- 


WWE 5 4G 6! a) 6 4 Bese le! 4,8 4,9 4,8 459 
2 combined wood and iron 
UNS 5 6 6 ob po 6 3,8 3,8 . 4,0 4,0 4,1 


5 exporting engineering 
(Lorem 5 o.6 oo o He 5,6 5.9 537 
A WEAN 5 5 9 96 ¢ o EHO 5,0 bye 5,0 5,0 


The Bond Market. During the last quarter the 
turnover on the bond market has for the most 
part been small. During the period before the 
general elections in the latter part of September 
the issuing of new bond loans was suspended in 


anticipation that after election the Riksbank 
would for new loans allow rates of interest more 
acceptable to the market. Of the many appli- 
cations for loans which gradually accumulated 
some have led to new issues after the election at 
the following rates of interest: municipalities 
31/o per cent., power companies 3°/4 per cent. for 
ordinary loans and 41/2 per cent. for registered 
certificates, and industrial companies 4 per cent. 
The loans thus issued are as follows: 


New Issues during the Fourth Quarter of 1952 


Rate of Amount Price of 
interest of issue issue 
% in mill. kr. % 
Donje Kraft AB ae) seen ee eee 12,5 100 

> >» » (registered certi- 

ficates) . 4*/2 735 100 
City of Goteborg 3/2 25 100 
Krangede AB... ... 33/4 19 100 
Sandvikens Jernverks AB . 4 20 100 
City of Stockholm ie 75 100 


As a result of the long suspension of issuing 
activities the supply of material for investment 
has at times been limited and this promoted a 
slight contraction in the level of quotations of 
1/,—1/5 per cent. during the three-month period 
September 15—December 15. At the end of the 
period the rates for 3 per cent. municipal and 
mortgage bank loans were 91—911/4 per cent., 
while those for industrial 3 per cent. and 37/2 
per cent. loans were 9I—9Q¥4 per cent., and g7— 
98 per cent. respectively. The interest rates for 
short-term loans have undergone little change. 


Interest Yield on Short-Term Loans 


Dec. Dec. Mar. June Sept. Dec. 
15s T5, 15, 15, 15, 15, 


1950 195% 1952 1952 1952 1952 

Shortdated bonds: Per cent. 
I year . 3,10 2,50 2,50 3,50 3,10 3,10 
a*/, years. . . . . 3,25, 2,50 275 3.2¢ 3,25 3,25 


Longer periods 3535 2,90 3,00 3,25 3,30 3,35 
Treasury bills: 

Up to 3 months. . 20 20 20 20 20 2,0 
Day-to-day loans: 


Today's novice 3). 5 2,5 2,5 2,5 25 2.5 
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Assets 


I. The Riksbank. (Amounts in million kr.) 


Some Statistical Data Concerning Sweden’s Economic Position. 


Liabilities 


t th ; 4 
Fd * Gold and Foreign ae Reserves Bonds and | Domestic Note Foreign Deposits at Sight 
- Gold* Eschate?| Total reasury Bills Bills Circulation Debt State ee | Tetal 
1 332 834 2 166 1c6 | 1061 84 418 428 849 
379 510 889 47 3 2 895 165 631 197 8 
41) 701 3 317 , 3113 9 679 358 113 
302 954 1 316 3 184 2 3 288 126 467 361 907 
4605 - 920 1 385 3443 21 3513 232 S11 212 867 
785 1 594 2 370 2 821 21 4 090 -- 528 522 1110 
1952 | 1951 | 1952| 1951 | 1952 1952 | 1951 | 1952) rg5r | 1952\ 1951 | 1952) 1957 | 1952| 1951) 1952 1952\ 1951| 1952 
( 
927 1553) 1355 | 2480 2661} 21 | 20 || 3336/3 889| 282 | —| 568 | 785| 336/424 956)1 235 
1 092 1 365) 1 339 | 2457 2559) 21 | 20 || 3 363) 3895| 368 | —| 465 | 769) 478 | 319 987|1 117 
I 109 I 304) 1511/2413 2439| 21 | 20] 3 355/3919| 403 | —| 731 | 866) 263 1.020] 950 
1 108 1 227| 1 381 | 2335 2690} 22) 19 | 3458|4021| 431 | — 866) 352 861} 975 
1 086 I 321| 1 429| 2407 2729| 22] 20 || 3 407|3962| 519 | — 1oO18} 351 I 110|1 114 
I 101 I 322] 1553 | 2423 2688} 23] 18] 3530/4097| 410 | —| 605 | 685] 476/218 1135} 919 
1 066 1 305| 1647| 2 371 2741| 39 | 18 || 3482|4051| 298 | —| 636 | 782| 437| 134 1 164} 930 
1044 I 313} 1 vate 2 357 ZEO2Z Ad 22 Wesis77 i Atel 204 3) — 284| $51 | 417 1082| 716 
1 043 1278) 1619| 2 321 2477| 42 | 33 || 3637/4158] 328 | — 500] 288 1165; 596 
Oct. g8t |1 281 /1 280) 1973 | 2261 2552| 25 | 38 || 3755|/4292| — , —| 529 | 287| 625 | 206 1 202| 512 
Nov 956 |1 422 |1 288) 2 126| 2 244 2549| 26} 39 || 3823/4291; — | —| 859 | 350) 509/128 1 428] Sol 
Dec | 2379 21 4 09O _— 528 B22 I 110 
* Market value. — ? Gross claims on foreign countries. 


Il. Commercial Banks. 


(Amounts in million kr.) 


el 


2 Distribution of Loans by Forms | 
At the Swedish mata .,.2 | Surplus of Net Claims of securities (in %) 
2nd of Bonds* | Domestic | Thereof Total Gh omee Advances Seis Personal Bonds, mer- | 
| Bills Redisc. | Advances Mortgages! ¢  arantee chandicaaee! 
a a EET oe | 
| | % % % 
1938 ln uae? fo) 4254 4041 213 — 40 58.4. 13.8 I 12.6 
1947 | 1745 a 7937 7 299 647 S295 60.0 19.2 13.5 
1948 1 746 °o 6| ~ 67830 7 490 ne — 300 59.0 19.2 14.1 
1949 | 1820 — 7925 8 258 —283 —28) 38.5 20.2 14.3 
1950 hy 4 126 = 9 065 8779 2X6 —453 58.8 20.9 13.7 
1951 | 2641 _ 9 99° 10 282 —215 —59! 57.8 20.9 14.9 
I952| 1951 | 1952 IQS5I | 195 IQ5¢ QSL | 1952 | 195T 1952 1951| 1952! TQS5L 1952 | 1951 \1952| IQS5I\I9S2 1952) IQS51| 1952 
6 60] 1 982) 2 157/26 9 21.4} 10067] 8 890|10279| 324) -212|—503|—597| 58.5 | $7.9 21.2 6's | 6.3 | 13.8 15.0 | 
Fete. es oe atet paes eae _ 9 238) 9 996) 9 268 1c6by —30| -673|—§47|—§34| 58.7 | 58.1 20.1 6.4} 6.3 | 13.8 | 15.0 
March | 552 | 389| 1 181| 1 945) 2 334) 2 767; — 9 $59|10152| 9. 070)10276) 489) -124|— 659) —385| $8.4 21.0 6.3) 6.5] 14.3 | 14.7 | 
i 8 2 423| 2804; — 9 652|10156| 9 226|10004| 426) 152|—748)—390/ 58.2 21.2 6.3| 6.3} 14.3) 14.4 
- oa iss te base 2836) — oni 10041| 9 251/ 9 730) 460} 331|/—621|—410| 58.0 21.4 Ae 6-3 14.5] 14.4 
June 623 | 1 238] 1 597| 2527/2654; — 9 725| 9 823| 9 535; 9729) 190) 94|—578 — 366} 58.7 20.8 1] 6.3] 14.4] 14.2 
8 6| 2628) — 9 713) 9 816) 9631/9 591| 82) 225|—556)—314) $9.0 199 6.1 | 6.4} 15.0| 14.2 
al 606 200 ee 2516] —| —| 9 645| 9 639| 10113) 100%3|-468) —444) —498|—280) 59.3 20.0 - os 14.6 | 13.9 
Sept 405 | 1 706; 1 838| 2 580) 2522) — 9 882! 9 755| 9 930| 9 752/48 3| —516| —265) 58.5 | 58 4| 20.1 “I - 15.3 | I4.0 
—475) —241/— i= a et 6.1 4) 15.2] 14.7 
1| 1971/2009) 2 600! 2465} —|} —| 9978), 9 746)10453) 9 987)\-475) -241 606; — 266) 58.2 20.5 | 4 
a ne Fae eri 2 642 vie —| —|10063| 9 760) 10430] 9 979|-367| -219| —€42|—268) 57.7 20.7 - 6.3} 15.4| 14.2 
Dec 1849 2641 — 9992 10282 -215 —sgl 57.8 20.9 | | 14.9 | | 


* Including Treasury Bills. — * Within the country. 
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Ill. Other Credit Institutions. Stock Exchange. 
Nees. _ ne 


: k- : 2 
Savings Banks Daas Bank Turnover of | yields on Bonds?” So Share index 
Year : Clearing the Postal 
os eevee Pais one Govt. | Industrial | 
r D A . 
Month| Deposits* | Advances*| Bonds* Rank= Riksbank Pe ee Loans | Bonds | Shares aes. oa 
Million kr. | Million kr. | Million kr.| Million kr.| Million kr.| Million kr. % % 1000 kr. | 1000 kr.| | 
| 61 163 
8 68 3, 069 829 618 I 380 24 986 2.32 2.92 243 | 931 I | 
Ave hae 5 402 1 149 LZzZ Bo 832 119 657 3.05 3.10 2283 | 786 249 
1948 6751 5 953 953 1923 4 769 142 062 3.09 3.33 | 41266 | a 15 22 
1949 7 060 6 481 gil 2 083 88 548 157 383 3.04 3.02 429 | 154 = 
O52 7 437 6 994 379 2 143 LOE 107 415 3.16 3.10 354 | 793 175 76a 
1951 7 802 7 341 820 2325 149 126 203 COQ 3.27 3.40 646 | 787 190 | 362 
1951 \ 1952 | 1951 | 1952 | 1951| 1952 | 1951 | 1952) 1951 | 1952 | 1Q5T | 1952 \195T 1952\1951|1952 IQ5I \1952 1951 1952\1951)1952)1951 19 
| me re 
: . . : : 2 15 4|2 363|11932|16701| 16 941|22 476) 3.33| 3-23) 3-53| 3-32, 555, 16g 1101| 768 194) 194) 329) 3 
ae : : : : : a | i 2 391) 9 789|13238) 14 78s 17 313 es 3.24) Se 3.37, 226) 181|1274| os 193} 138 349] 3 
March | 7 720] 8 283)7 092| 7 507) 855] 862) 2 168|2 416/11373) 15829) 17 444|21 724) 3.24) 3.28) 3.33 3-55, 817) 270) 890) 961) 190) 169) 356) 3 
April : yaa sal! Veg 2173/2 438|11173]12419| 13 065/15 475] 3.25| 3-33) 3-36 3.57,2 755 347, 723) 521) 187, 166 342) 3 
May ; 2 es ales - | 2 170|2 455|12785|16467| 21 357|27 735| 3.29| 3.33) 3-52| 3-57 1674) 282 859, 583 189) 163) 356) 3 
June | 7719] 8335/7 158] 7653} 820) 861| 2 187)/2 480]11971|13506) 14 271|15 181) 3.29 3-33, 3.55 3-69, 552 720) 594) 468) 185) 158) 349) 3 
July pal Weal a sal elie 2 215|2 515|12534 16279] 18 473/23 042| 3.28] 3.33| 3.54 3-90, 154, 369| 585) 693| 184) 160) 347) 3 
Aug. . . : . . - | 2239/2 546)11510,11958] 15 529|16 599) 3.27! 3 33) 3-39 3.86! 166 288) 799) 503| 190) 163) 374) 3 
Sept. | 7 806] 8 451|7 251] 7800] 813) 861) 2 250)2 559|12287|14259| 17 724/21 241) 3.23 3-33) 3-34 3-72) 223) 380) 652) 389] 194) 165! 391) 3 
Oct. . . . . 2 272\2 581|13557|13896| 15 252/17 232| 3.23) 3.33] 3-31, 3-65) 201 166) 782) 493] 193) 154) 394) 3 
Nov. : : . : 2 2833/2 $90/14956|13988| 22 026/24 777| 3.23 3.33| 3-27] 3.63! 184) 187] 325) 482] 192) 155 384) 3 
Dec. | 7 802 7 34) 820 2 325 15259 16 742 | 3-23) 3-33] 3-31| 3-59) 239 227| 1] 519) 192) 151 378) 3 
* At the end of each year or month. — * Calculated on market prices at middle of months. The yearly figures represent averages of the monthi 
figures, — 3 Averages per Stock Exchange business day. 
IV. Other Statistical Data. 
: : | Whole Sale Price Index | 
National Debt? Fo Trad lr 5 : ) 
. ationa e reign Trade ay tah (1935=100) 3 Cost of | Waggon-a3 
Export (+)| duction | | : | Living | Kilometre 
OM Thereof 2 > |the Trade} et 
Month Total Rinded Imports | Exports | or Import Index | Unions3| Import | Export | All Index$ | of Loade 
(—) Surplus|1935 = 100) Goods Goods Goods |1935=100) Trucks 3! 
Million kr. | Million kr. |Million kr.|Million kr.} Million kr % | 
1938 2 566 2 443 2 082 I 843 — 239 123 10.9 III 120 Ir |) = 106 | 44.6 
1947 11 287 8931 5 220 3 240 —1 980 172 2.8 see | 254 199 | 156 1083 
1948 11 598 8 944 4945 3979 — 966 183 2.8 27 285 21 16 108.9 
1949 12055 8714 333 4250 — 83 190 2.7 27 253 21 ee: 1IO.1 
1950 12 464 8 949 102 5 707 — 395 197 2.2 332 314 227) 941) . 168 120.2 
1951 12 823 9 037 9 188 g 207 + 19 205 1.6 432 562 299 | 192 130.1 
IQ5I | 1052 195 es penal 195! re IQS5I | 1952 r951\r952 IQS5T\I952) r9st\r952 IQSI\IQS52 1951\1952|1951| 1952 1952 | TQ: 
Jan. | 12 259) 12 679| 8.974| 9 242) 692/877) 516] 904 |—176/+ 27| 200] 204]! 2.7 | 2.8! 40 7| 4616 | 66 | : 
Febr. | 12 734| 13 198) 8973] 9 443) 662 | 798] 455 | 718 |—207|— 80 207 206 2.4 2.8 iaiaa t3 506 | se pe! ct im ree a 
March | 12 329| 12 468) 8 972) 9 562) 681 | 793 | 549 | 662 |—132|—131| 214 | 211 2.9 | 2.7] 437/419] $50| Sor.| 287 322 | 188] 207 | 129.4) 13' 
April | 12 422] 12 520) 8 972) 9 564| 788| 741 | 635 |659|—153|— 82] 216 Ie |) 2: 7 | eG: 
May | 12 409] 12 322] 8 989) 9 $66] 846] 818) 788 | 655 |— 33 —163] 215 za ve ex a << 1 480 | a8 ab = ree 4 
June | 12 421] 12 329 ae ae 886 | 649 |1049 | 638} + 163/— 11] 213} 211] 11 | 1.8 448 | 408 | $66 407) 305 | 322| 195] 213 | 132.9] rot 
July | 12 199) 12 319) 8 731| 9 651| 768) 781 | 746|615 |— 22/—166) 146/127] 1. ; oli Ss 
ae ao 12 568 8733 on 838 | 622 | 759 ae S79 Ot 197 189 ia i. 7 308 5 386 304 319 a es aa rd 
a cs : i ae ai a ie 919 | $89 | +163)—105| 211 | 206] o.9 | 1.2] 422] 395 575 | 379| 304| 316| 200] 213 | 133.2| 121 
ct. | 12628] 12 621 9) 9 032) 814) 708} 945 | 702/+131/— 6] 21 : 2 
Nae 12.835 12 570} 8 686) 9 631| 776 | 703 23 648 ape — 53 ti: oa rh ai 3g! = . He . ea 
pcan 12 823 9 037 680 gz! +241 212 3.8 429 592 318 204 122.6 


* At the end of each year or month. — 
to the Federation of Swedish Industries, — 
on State Railways. 
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* The yearly figures up to and including 1948 according to the Board of Trade, the other accordit 
e yearly figures represent averages of the monthly figures. — * Million kilometres per mon! 
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Statement of Condition November, 29%, 1952 


ASSELDS 

Cash in hand and with the Riksbank ...........-. Kr. 128.607.851 
SemmeY BECAME SSDS 68 5) fori g Ok ede ek a Ade ee ve > 767.353-734 
REMIT EE AIMASONES res eres l ea Picts Vie eS teers 65. 8 » 2.414.115.686 
ween anes and Savings: Banks | 0c 5. sc se ee a > 68.449.398 
occ SUNS hv Ral Pees gee ag eo > 74.919-747 
bey Nese 2729 Gey gg an oe ame ey Gh gt ree a > 59-648.147 
COENEN Gy 5 Se) eae ee ee oe a > 25.258.223 
peacanes, Turnirure and Fittings. .03 0. 2. 6 66 48 wes > 28.563.313 

Kr. 3.566.916.099 

LIABILITIES 

Bills at sight in circulation (»postremiss» bills)... ...... Kr. —19.672.083 
OL ere eee ae ere er » 2.896.013.071 
Swedish Banks and Savings Banks .. . 1.2 21 2 eee ees 24.673.346 
METIS PEN holy ns ecw sla a, Pie se ie eee >» 141.467.008 
IMS ee ec xy ee se 8 we ae es > — 240.090.591 
Ie GAN OGLE dic ke ok kk ew Kr. 114.850.000 
ee Cy On ae ee er >» 130.150.000 » — 945.000.000 


Kr. 3.566.916.099 
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Bolidene 


© Giteborg, Stockholm, Malmé (Principal Offices) Skellefte3 

@ Place with 10000 —90 000 inhabitants 
e ”  ” Iess than 10000 
In allzro branches at 163 different places. 
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